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Students* Department
Edited

by

H. A. Finney

The examination questions of the American Institute of Accountants
are now used by thirty-two state C. P. A. boards as well as by the institute.
Readers of The Journal of Accountancy who were candidates in the
November examinations conducted by these boards or by the institute are,
therefore, already familiar with the problems. These solutions, it should
be understood, merely represent the opinion of the editor of this department
and are not official solutions by the institute.
EXAMINATION IN ACCOUNTING THEORY AND PRACTICE
PART I
November 16, 1920, 1 P. M. to 6 P. M.

Answer questions 1 and 2 and any three other questions.
Question 1:

The National Shale Brick Company, Inc.
Trial balance—October 31, 1920
Allowances on sales .................................................... $ 1,500.00
Accounts receivable....................................................
22,000.00
Accounts payable ........................................................
Bonds—First mortgage 6%........................................
Buildings:
Tunnel kilns.......................................................... 150,000.00
Periodic kilns....................................................... 100,000.00
Gas producer ........................................................
50,000.00
Dryer tunnels.......................................................
10,000.00
Mill—pans and machines ...................................
10,000.00
Power-house.........................................................
5,000.00
Sheds and stables ................................................
2,000.00
Cash in bank................................................................
2,000.00
Capital—1,000 shares at $100.00 each.......................
Coal on hand ...............................................................
1,200.00
Discounts on sales ......................................................
4,500.00
Gas coal used—kilnfiring ..........................................
55,000.00
Horses and carts..........................................................
1,000.00
Inventory—bricks, November 1, 1919.....................
5,711.75
Interest on bonds ........................................................
6,750.00
Insurance......................................................................
2,500.00
Labor:
Quarry...................................................................
12,000.00
Pans and machines........ ...................................
36,000.00
Dryer .....................................................................
8,000.00
Setting ...................................................................
27,000.00
Kiln firing.............................................................
65,000.00
Unloading, etc........................................................
30,000.00
Power ...................................................................
7,000.00
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Materials and supplies used:

Pans and machines..............................................
Quarry ...................................................................
Dryers ....................................................................
Setting ...................................................................
Kiln firing.............................................................
Unloading kilns, etc.............................................
Power.....................................................................

$15,000.00
3,000.00
1,500.00
750.00
3,000.00
4,000.00
5,000.00

Machinery and equipment :
Pans and machines..............................................
Power-house.............................. ..........................
Quarry ...................................................................
Materials and supplies on hand........ .......................
Office supplies and expense........................................
Prepaid taxes...............................................................
Payroll ..........................................................................
Quarry rentals paid in advance.................................
Sales—brick .................................................................
Sales—coke—net .........................................................
Sales—broken and spoiled brick—net.....................
Salaries—officers .........................................................
Salaries—office ...........................................................

50,000.00
15,000.00
10,000.00
1,800.00
2,500.00
600.00

$ 3,500.00
7,500.00
415,000.00
7,000.00
2,000.00

10,000.00
4,000.00

Steam coal used:

Drying ...................................................................
Power.....................................................................
Quarry ...................................................................
Superintendence...........................................................
Taxes ............................................................................
Reserve for depreciation............................................
Unexpired insurance ..................................................
Surplus .........................................................................

5,000.00
6,000.00
2,000.00
10,000.00
3,000.00
25,000.00
750.00
53,061.75

$774,561.75

$774,561.75

The foregoing is the trial balance of the National Shale Brick Company,
Inc., manufacturers of shale bricks. The operations consist of (1) blasting,
digging and conveying the shale to the machines, called quarrying; (2)
grinding, mixing and moulding the wet bricks, called pans and machines;
(3) drying; (4) building the bricks in the kiln and preparing the kiln for
firing, called setting; (5) burning or kiln firing; (6) opening the kiln and
unloading and stocking the burnt bricks, called unloading.
The kilns are equipped with gas burners, the gas being produced on the
premises. Some coke is obtained from the gas producer, which is sold.
The production reports for the year ended October 31, 1920, are:
Wet bricks produced...........................................................................
Good and carried to dryers................................................................
Spoiled in drying.................................................................................
Spoiled in burning ...............................................................................
Set in kilns............................................................................................
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Bricks sold during the year were 14,500,000.
The inventories of bricks on hand November 1, 1919, were as follows:
55,000 @ $16.25
$ 893.75
Burned bricks in yard.................................
2,950.00
Burned bricks in kilns................................ 200,000 @ 14.75
1,020.00
Bricks burning in kilns ............................. 100,000 @ 10.20
80,000 @ 7.10
568.00
Green bricks in kilns...................................
50,000 @ 5.60
280.00
Green bricks in dryers.................................
$5,711.75
The candidate is required to calculate the number of bricks on hand
October 31st, but is advised that, of the total, 100,000 are in the kiln com
pletely burned, 250,000 are in process of burning, 100,000 green bricks are in
the kiln. Bricks in process of burning and drying are taken as averaging
half the process. Shale and wet bricks from the machine are used as pro
duced and no inventory is taken into account.
The inventories are priced at cost. In the case of burnt bricks work over
head is included; in other cases it is excluded.
The shale bed is rented, rental being payable at the end of each year on
the tonnage used. This is calculated at the rate of 3½ tons per thousand wet
brick, and the rate is 10 cents per ton. The agreement provides for a mini
mum rental of $4,000.00 per annum. In case the quantity of shale used is
not sufficient to make the $4,000.00, the company is allowed to retain the
difference out of subsequent years in which the quantity used may amount
to more than $4,000.00.
Depreciation:
7½% per annum
Tunnel kilns .....................................................................
% “
“
Periodic kilns................................................................... 10
% “
“
Gas producer ................................................................... 10
Dryer tunnels...................................................................
7½% “
“
% “
“
Machinery equipment .................................................... 10
Other buildings ...............................................................
5
%“ “
Sheds and stables ............................................................ 20
%“ “
Power is divided 10% to kiln firing, 90% to pans and machines.
Prepare statements showing cost of manufacture, cost per thousand bricks
for each operation, profit and loss account and balance sheet.
Answer to Question 1:
The first step is to determine the quantities passed through or half
through each process and the quantities in the inventories at each stage of
production.

Exhibit A
Schedule of Quantities Processed and in Inventories
October 31, 1920
Wet bricks produced during the year.....................
18,000,000
Deduct bricks spoiled in pans and machines.............
400,000
Good and carried to dryers........................................
Add green bricks in dryers, Nov. 1, 1919..............

17,600,000
50,000

Total in dryers ............................................................
Deduct bricks spoiled in drying.................................

17,650,000
850,000
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Good bricks dried and in process of drying............
Deduct inventory of half dried bricks, Oct. 31, 1920

16,800,000
*800,000

Bricks set in kilns ......................................................

16,000,000

Add bricks in kilns, November 1, 1919:
Burned ...........................................................
200,000
Half burned .......................................
100,000
Green .....................................................................
80,000

380,000

Total bricks in kilns..................................................
Deduct bricks spoiled in burning...............................

16,380,000
830,000

Bricks burned, half burned, and green in kiln........

15,550,000

Deduct bricks in kilns at October 31, 1920:
Burned ...................................................................
Half burned..........................................................
Green .....................................................................

100,000
250,000
100,000

450,000

Good bricks taken from kilns.....................................
Add burned bricks in yard, November 1, 1919....

15,100,000
55,000

Total good bricks available for sale.........................
Deduct bricks sold during the year...........................

15,155,000
14,500,000

Inventory of bricks in yard, October 31, 1920..........

655,000

Summary of inventory, October 31, 1920
Burned bricks in yard.................................................
655,000
Burned bricks in kilns..................................................
100,000
Bricks burning in kilns................................................
250,000
Green bricks in kilns..................................................
100,000
Green bricks in dryers..............................................
800,000
The next step is to compute the cost of each process in total and per
thousand bricks, and the accumulated cost of the bricks passed through each
process.
Quarrying
Exhibit B
Labor .............................................................................
$12,000.00
Material and supplies ................................................
3,000.00
Steam coal used...........................................................
2,000.00
Quarry rentals: 18,000,000 @ $.35 per M................
6,300.00
Depreciation—machinery and equipment (10% of
$10,000) .................................................................
1,000.00
Total quarrying cost..................................................
* Assumed in order to reduce 16,800,000 to 16,000,000.
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Although 18,000,000 wet bricks were produced, only 17,600,000 were good
and put into the dryers.
$24,300.00 ÷ 18,000 = $1.35, cost per M of wet bricks produced.
$24,300.00 ÷ 17,600 = $1.38, cost per M of bricks put into dryers.

Exhibit C
$36,000.00
15,000.00

Pans and Machines
Labor.............................................................................
Materials and supplies................................................

Depreciation:
Mill—(5% of $10,000).................................
$ 500.00
Machinery and equipment—(10% of $50,000).
5,000.00

5,500.00

Power—90% (see exhibit D)....................................

17,775.00

Total cost of pans and machines process.................

$74,275.00

$74,275.00 4- 17,600 = $4.22, cost per M of 17,600,000 bricks for P. and M.
process.

Accumulated cost:
Cost of quarrying (see exhibit B)...........................
Cost of pans and machines process.............................

$24,300.00
74,275.00

Total cost of 17,600,000 bricks through P. and M.
process ...................................................................

$98,575.00

$98,575.00 ÷ 17,600 = $5.60, cost of 17,600,000 bricks through P. and M.
process.
Power Cost
Exhibit D
Labor ...........................................................................
$ 7,000.00
Materials and supplies................................................
5,000.00
Steam coal ...................................................................
6,000.00

Depreciation:

Power-house—(5% of $5,000)...........................
Power-house machinery—(10% of $15,000)...

$ 250.00
1,500.00

1,750.00

Total power cost ........................................................

$19,750.00

Distribution:
Pans and machines—90%...................................
Kiln drying—10%................................................

$17,775.00
1,975.00

Total......................................................................

$19,750.00
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Drying
Labor .............................................................................
Materials and supplies................................................
Steam coal ....................................................................
Depreciation—dryer tunnels—(7½% of $10,000) ..

Exhibit E
$ 8,000.00
1,500.00
5,000.00
750.00

Total drying cost........................................................

$15,250.00

The computation of the drying cost per M is not as simple as in the cases
of quarrying and pans and machines, because of the fact that some of the
bricks have been fully dried during the year while others have been only
half dried, and because of the further fact that some of the bricks were
spoiled in drying. This spoilage cost should be charged against the dried
bricks removed from the dryers, and no portion of it should be charged
against the half-dried bricks still in the dryers. This is because the spoilage
is determined when the bricks are taken out of the dryers and is applicable
only to those taken out. Presumably, when the bricks still in process of
drying are taken out, more spoilage will be discovered, and this additional
spoilage will be chargeable to the bricks now in process.
With some bricks fully dried and others half dried, it is necessary to
compute the equivalent in terms of fully dried bricks in order to compute
the rate per M for full drying. At November 1, 1919, there were 50,000
bricks in the dryers, which the problem states are to be taken as averaging
half dried. Completing the drying of these bricks was, therefore, equivalent

to drying fully..................................................................................
During the year 17,600,000 bricks were put into the dryers;
of this number 800,000 are half dried, which is the equiva
lent of drying ...........................................................................
The remaining 16,800,000 were fully dried. Adding these....

25,000

400,000
16,800,000

makes the total dry for the year (including bricks spoiled)
equivalent to .....................................................................
17,225,000

Then $15,250 ÷ 17,225 = $.8853, drying cost per M of all bricks, good
and spoiled. This rate is applied to the 800,000 bricks still in process of
drying at October 31, 1920, with the result that no spoilage expense is in
cluded in their cost.
The cost of the bricks in process of drying is:
Cost through P. and M. process:
5.60 X 800 =.......... .......................................
Cost of half drying:
$.8853 X 400 = ...................................

$4,480.00

Total..................................................................................
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The cost of the 16,000,000 good bricks dried will include all the costs of
quarrying, pans and machines and drying, minus the cost of the bricks still
in process of drying. As no spoilage has been included in the cost of the
bricks still drying, the entire spoilage is thrown into the cost of the bricks
which have been fully dried. The cost of the 16,000,000 good bricks dried is:
Green bricks in dryers, November 1, 1919.............
50,000
$ 280.00
Bricks from P. and M. during the year................... 17,600,000
98,575.00
Drying cost .................................................................
15,250.00
Total......................................................................
Less cost of half-dried bricks (as above)...............

17,650,000
800,000

Bricks taken from dryers..........................................
Bricks spoiled in drying.............................................

16,850,000
850,000

Good bricks dried........................................................

16,000,000

$114,105.00
4,834.00

$109,271.00

The accumulated cost per M of bricks through the drying- process is:
$109,271.00 ÷ 16,000 = $6.83.
The cost of the drying process per M, including the entire spoilage cost,
can be computed thus:
Cost of good bricks dried per M.......................................... $6.83
Cost per M through pans and machines............... .............
5.60

Drying cost per M good bricks............................................

$1.23

The difference between this $1.23 rate and the $.8853 drying rate com
puted above should be clearly understood. The $.8853 rate includes only the
direct expenses of drying, while the $1.23 includes the cost of the spoiled
bricks wasted in drying. The first rate includes no spoilage and is applic
able to the bricks still in the dryers; the second rate includes all of the
spoilage and is applicable to the good bricks taken out of the dryers.
Setting
Exhibit F
Labor .............................................................................
$27,000.00
Materials and supplies..............................................
750.00

Total cost of setting 16,000,000 bricks.....................
Then $27,750 ÷ 16,000 = $1.73, setting cost per M.
The accumulated cost of the bricks set in kilns is:
Cost dried .....................................................
Cost of setting......................................................

Total cost of dried bricks set............................
And $137,021 ÷ 16,000 = $8,565, cost per M set.
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Burning
Labor.............................................................................
Materials and supplies...............................................
Gas coal used................................................................
Less sales of coke................................................

Exhibit G
$ 65,000.00
3,000.00

$55,000.00
7,000.00

48,000.00

$11,250.00
10,000.00
5,000.00

26,250.00

Depreciation:
Tunnel kilns—(7½% of $150,000)...................
Periodic kilns—(10% of $100,000).................
Gas producer—(10% of $50,000).. ...............

Power—10% (see exhibit D)... .............................

1,975.00

Total burning cost ......................................................

$144,225.00

This burning cost must be distributed in such a way that the spoilage will
all be charged to the bricks removed from the kilns and no portion of it
against the burned and half-burned bricks still in the kilns. Therefore, it is
necessary to compute the burning cost per M without including spoilage, and
apply this rate to the burned and half-burned bricks still in kilns. The cal
culation of this rate is complicated by the fact that some of the bricks were
fully burned and some were only half-burned during the year, and hence it
is necessary to determine the equivalent of these quantities in terms of fully
burned bricks.
Exhibit A shows that..
in addition.....................

15,100,000 good bricks were taken from the kilns;
830,000 spoiled bricks were taken out,

making a total of........
total included...............

15,930,000 burned bricks removed. But this
200,000 fully burned bricks in the kilns at No
vember 1, 1919.

Of this balance.............
there were.....................

15,730,000
100,000 half burned at November 1, 1919.

Hence .........................

15,630,000 were fully burned and removed during
the year.

The year’s burn, therefore, consists of the following:
100,000 half burned at November 1, 1919, equivalent to....
Good and spoiled bricks burned and removed during the year
Burned bricks in the kilns at October 31, 1920.......................
250,000 half burned at October 31, 1920, equivalent to......

50,000
15,630,000
100,000
125,000

Total .......................................................................................

15,905,000
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Then $144,225.00 ÷ 15,905 = $9,068, cost of burning per M (not in
cluding spoilage).
This rate is applied to the burned and half-burned bricks in the kilns at
October 31, 1920, with the result that no spoilage cost is added until the
bricks are removed from the kilns. The total quarrying, pans and machines,
setting and burning cost of the bricks in the kilns at October 31, 1920, is :
100,000 fully burned:
Cost set: $8,565 x 100=.........
$856.50
Burning cost: $9,068 x 100 =............
906.80

Total (@ $17.623 per M).....................

$1,762.30

250,000 half burned:
Cost set: $8,565 x 250 =....................... $2,141.25
Burning cost: $9,068 x 125 =............. 1,133.50

3,274.75

Total (@ $13.099 per M).....................
100,000 green:

Cost set: $8,565 x 100 =.......................

856.50

Total cost of bricks still in kilns...............

$5,893.55

The next step is to compute the cost, not including work overhead, of
the 15,100,000 fully burned bricks taken from the kilns, which is done as
follows:
Inventories of bricks in kilns, November 1, 1919:
Green .............................................................................
80,000
Half burned .................................................................
100,000
Burned
.......................................................................
200,000
Cost of bricks set during the year (exhibit F) .... 16,000,000
Burning cost (exhibit G)..........................................

$ 568.00
1,020.00
2,950.00
137,021.00
144,225.00

Total cost through burning process...........................

16,380,000

$285,784.00

Deduct inventories in kilns October 31, 1920:
Burned ............................. 100,000
Half burned..................... 250,000
Green................................ 100,000
450,000

$1,762.30
3,274.75
856.50

$ 5,893.55

Balance ....................................
Spoiled in burning.................

15,930,000
830,000 sold for

$279,890.45
2,000.00

Cost of burned bricks re
moved from kilns....

15,100,000

$277,890.45
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Note: It is possible that some of the spoiled bricks sold had gone no
further than the drying process and were sold after having been spoiled there.
If that is the case, the entire $2,000.00 should not be deducted from the burn
ing cost, but I am assuming that a spoiled green brick would not be salable.
It will be noted that the $2,000.00 deduction is not made until after adding
burning cost to the burned and half burned bricks still in the kilns. This is
because the cost of these bricks should not be affected by spoilage expense
nor by salvage from spoiled bricks.
The next step is to determine and distribute the work overhead.
Work Overhead
Exhibit H
Insurance ................................................................................................ $ 2,500.00
Superintendence ....................................................................................
10,000.00
Taxes .............................................
3,000.00
Depreciation—sheds and stables (20% of $2,000)..............................
*400.00

Total ................................................................................................

$15,900.00

In distributing the overhead a literal interpretation is given to the sen
tence in the problem: “In the case of burnt bricks work overhead is in
cluded; in other cases it is excluded.” There were burnt bricks in the kiln
a year ago and there are burnt bricks there now. It is assumed that over
head had been added to the 200,000 burnt bricks in the kilns at November
1, 1919; hence, of the 15,100,000 bricks removed during the year, overhead is
to be added to only 14,900,000. In addition, overhead must be added to the
100,000 burnt bricks still in the kilns at October 31, 1920. The distribution
is therefore as follows:
14,900,000 bricks burned during the year and removed from kilns:
149/150 of $15,900......................................................................... $15,794.00
100,000 bricks burned during the year and left in kilns:
1/150 of $15,900.....................................................................
106.00

Total work overhead .........................................................................

$15,900.00

The total cost of the bricks in the kilns at October 31, 1920, and the total
cost of those taken from the kilns, can now be computed.
100,000 green bricks in kilns (as
Total
PerM
above) .........................................
$ 856.50
$ 8.565
250,000 half - burned bricks (as
above) ................................
3,274-75
13.099
100,000 burned bricks in kilns:
Cost set and burned (as above).... $ 1,762.30
Add portion of work overhead........
106.00
1,868.30
18.683
* If the horses and carts are used in quarrying, the depreciation on horses and
carts (not provided for in the problem) and on sheds and stables, should be included
in quarrying cost; if used in unloading, the depreciation should be included in that
process. It is possible that it should be divided between these two and perhaps other
processes. For this reason it is included in the overhead.
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15,100,000 burned bricks removed from
kilns:
Cost set and burned (as above) .... $277,890.45
Work overhead on 14,900,000..........
15,794.00 $293,684.45

$ 19.4493

Unloading
Labor ..................................................................................................
Materials ............................................................................................

Exhibit I
$ 30,000.00
4,000.00

Total cost of unloading 15,100,000 bricks.............................

$ 34,000.00

Then $34,000 ÷ 15,100 = $2.25, unloading cost per M.
The total cost of the bricks put into the yard during the year is:
Cost burned, including work overhead (as above)......
$293,684.45
Unloading ..................................................................................
34,000.00
Total cost of 15,100,000 bricks put into yard...............

$327,684.45

Then $327,68445 ÷ 15,100 = $21.70096, cost per M of finished bricks.

Cost of Sales
55,000 bricks in yard, November 1, 1919 (per problem)...
14,445,000 bricks manufactured during year (@ $21.70096) ...

Exhibit J
$
893.75
313,470.33

14,500,000 bricks sold .....................................................................

$314,364.08

The inventory of burned bricks in the yard is 655,000 (see exhibit A),
and their cost is $21.70096 x 655, or $14,214.12.

Exhibit K
The National Shale Brick Company, Inc.
Statement of Cost of Bricks Manufactured and Sold
November 1, 1919, to October 31, 1920
Number
Cost
Per M
Quarrying cost (exhibit B)..................... 18,000,000 $24,300.00 $ 1.35
Deduct spoilage .....................................
400,000
Cost of bricks put in pans and ma
chines ..............................................
Pans and machines cost (exhibit C) ....

17,600,000 $24,300.00
74,275.00

1.38
4.22

Total cost of bricks put in dryers....
Add half-dried bricks in dryers, Nov.
1, 1919 ............................................
Drying cost (exhibit D).........................

17,600,000 $98,575.00

5.60

Total........................................................

17,650,000 $114,105.00
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Less cost of bricks half dried, Oct.
31, 1920.....................................
800,000 $ 4,834.00

Bricks dried ..........................................
Less bricks spoiled in drying.............

Total cost of bricks dried.....................
Setting cost (exhibit F)..........................
Cost of bricks set in kilns during the
year ...........................................
Add inventories of bricks in kilns,
Nov. 1, 1919:
Green .......................................
Half burned ...........................
Burned ....................................
Burning cost (exhibit G).......................
Add work overhead on burned bricks
(exhibit H) ...........................

$ 6.04

16,850,000
850,000

16,000,000 $109,271.00
27,750.00

6.83
1.73

16,000,000 $137,021.00

8.565

80,000
100,000
200,000

568.00
1,020.00
2,950.00
144,225.00
15,900.00

Total ....................................................... 16,380,000 $301,684.00
Less spoiled and broken bricks sold..
830,000
2,000.00
Cost of bricks through and still in
kilns .........................................
15,550,000 $299,684.00
Deduct inventories, Oct. 31, 1920, in
kilns:
Green ......... 100,000 $ 856.50
Half burned. 250,000 3,274.75
Burned....... 100,000 1,868.30
Total inventories ...................................

7.10
10.20
14.75
9.068*

450,000

8.565
13.099
18.683

5,999.55

Cost of bricks removed from kilns...
Unloading (exhibit 1)..............................

15,100,000 $293,684.45
34,000.00

19.4493
2.25

Total cost of bricks put in yards........
Add inventory of bricks in yard, Nov.
1, 1919..............................................
Total bricks available for sale............
Less inventory, bricks in yard, Oct.
31, 1920..............................................

15,100,000 $327,684.45

21.70096

55,000
893.75
15,155,000 $328,578.20

16.25

655,000 14,214.12
14,500,000 $314,364.08

21.70096

Cost of bricks sold ...................................

* $9,068 is the burning cost per M, not including spoilage and work overhead.
rate including these items is:
$19.4493 cost per M of burned bricks removed from kilns
8.565
cost per M of bricks set in kilns

10.8843 cost per M of burning good bricks
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The National Shale Brick Company, Inc.
Profit and Loss Statement
November 1, 1919, to October 31, 1920

Sales—brick .................................................................
Less allowances on sales....................................
Net sales.......................................................................
Deduct :
Cost of bricks sold (exhibitK)................................
Gross profit on sales...................................................
Deduct:
Administrative expense:
Office supplies and expenses...............................
Salaries—officers ..................................................
Salaries—office ....................................................

Net profit on operations ............................................
Deduct:
Financial charges:
Discounts on sales................................................
Interest on bonds
*
................... '...........................
Net profit for the year................................................

Exhibit L

$415,000.00
1,500.00
$413,500.00
314,364.08
$99,135.92

$ 2,500.00
10,000.00
4,000.00

16,500.00
$82,635.92

$4,500.00
6,750.00

The quarry rentals paid in advance at November
1, 1919, were.........................................................
The rentals for the current year were..................... $ 6,300.00
Minimum payable in cash..........................................
4,000.00
Excess deducted from rentals paid in advance....
Balance of rentals paid in advance...........................

11,250.00
$71,385.92

$ 7,500.00

2,300.00
$5,200.00

The depreciation reserve at November 1, 1919, was
Credits during the year:
Tunnel kilns......................................................... $11,250.00
Periodic kilns ......................................................
10,000.00
Gas producer ........................................................
5,000.00
Dryer tunnels.......................................................
750.00
Mill—pans and machines ...................................
500.00
Power-house.........................................................
250.00
Sheds and stables................................................
400.00
Pans and machines ............................................
5,000.00
Power-house machinery .....................................
1,500.00
Quarry machinery ..............................................
1,000.00

$25,000.00

Balance at October 31, 1920......................................

$60,650.00

35,650.00

* Interest has been paid on the bonds for only nine months. If the bonds were
outstanding the entire year, there is $2,250.00 accrued interest. However, the date of
issue is unknown.
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The National Shale Brick Company, Inc.
Balance-sheet
October 31, 1919
Assets
Current assets:
Cash ..............................................
Accounts receivable ...................
Inventories:
Green bricks in dryers—
800,000 @ $6.04.............
$ 4,834.00
Green bricks in kilns—
100,000 @ $8.565..... ...
856.50
Bricks burning in kilns—
250,000 @ $13.099.........
3,274.75
Burned bricks in kilns—
1,868.30
100,000 @ $18.683.........
Burned bricks in yard—
14,214.12
$25,047.67
655,000 @ $21.70...........
Fixed assets:
Buildings:
Tunnel kilns.............................
$150,000.00
Periodic kilns ............................. 100,000.00
50,000.00
Gas producer ...............................
10,000.00
Dryer tunnels..............................
10,000.00
Mill—pans and machines..........
5,000.00
Power-house................................
2,000.00
Sheds and stables.......................
Machinery and equipment:
$50,000.00
Pans and machines.................
15,000.00
Power-house ...........................
Quarry ......................................
10,000.00

Exhibit M

$ 2,000.00
22,000.00

49,047.67

$327,000.00

75,000.00

Total depreciated assets................
Less reserve for depreciation ..

$402,000.00
60,650.00

Depreciated value .......................
Horses and carts .. . .......................
Deferred charges:
Coal ..............................................
Materials and supplies...............
Prepaid taxes..............................
Quarry rentals paid in advance.
Unexpired insurance .................

$341,350.00
1,000.00

342,350.00

$1,200.00
1,800.00
600.00
5,200.00
750.00

9,550.00

$400,947.67
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Liabilities
Current liabilities:
Accounts payable .......................
Payroll ........................................
Quarry rental minimum.............

Fixed liabilities:
Bonds—first mortgage 6%.........
Capital:
Capital stock ...............................
Surplus ........................................
Balance, Nov. 1, 1919..........
$53,061.75
Profits for the year (exhibit
L) ...............................
71,385.92

$19,000.00
3,500.00
4,000.00

$ 26,500.00

150,000.00

$100,000.00

124,447.67

224,447.67
$400,947.67

Question 2:
(a) The X Y Z company, established for ten years, has a machinery
and equipment account which has been increased from year to year as new
equipment purchases have been made. It appears also that certain renewals
and repairs have been charged to this account. Each year a credit has been
made to the account for depreciation, offset by corresponding debit to profit
and loss account, the ratio of depreciation being adequate. The company
now disposes of a part of its plant at a price equal to what was paid for
it seven years previously and credits the entire amount to machinery and
equipment account. What adjustments, if any, are needed to correct the
account ?
(b) The company also has several delivery trucks charged to truck
account at cost, against which it has set up depreciation at end of each year
by credit to a separate reserve for depreciation of trucks, debiting the
, amount to profit and loss account. A truck was purchased January 1, 1918,
for $4,000.00. Depreciation has been provided at 20% per annum. On
December 31, 1919, it is wrecked by collision; $1,000.00 is obtained from the
insurance company and $250,000 obtained from salvage. What entries are
needed to adjust the ledger accounts?
Answer to Question 2:
(a) Ordinary renewals and repairs should not have been charged to
the asset account, and they should be taken out and charged to surplus,
except those of the current year, which should be charged to profit and loss.
As the asset account had been credited with depreciation, the balance of
the account represented the carrying value of the machinery and equipment
(plus renewals and repairs, which will be taken out). The account should
have been credited with the carrying value of the portion of the plant sold.
The entry for the sale should be reversed and an entry made crediting the
asset account with cost less depreciation and crediting surplus with the
depreciation written off, not because it was depreciation but because it is
the difference between carrying value and selling price, and this difference
is an extraneous profit. While we are adjusting the accounts it would be
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advisable to take the depreciation credits out of the asset account and set
them up in a reserve.
(b) Cash .................................
$1,250.00
Reserve for depreciation.
1,600.00
1,150.00
Surplus ...........................
$4,000.00
Truck account..........
To record the wreck of
a truck costing.
$4,000.00
Insurance ......................... $1,000.00
Salvage .............................
250.00
1,250.00

$2,750.00

Loss ......... .........................
Partially covered by re
serve .........................

1,600.00

Balance charged to sur
plus ....................

$1,500.00

Question 3:
In a certain department of a large dry-goods house the purchases for a
year were $30,000.00. They were in the first place marked up for “selling”
purposes to $45,000.00. Later additional mark-ups amounting to $2,000.00
were made and mark-downs were also recorded aggregating $5,000.00. At
the end of the fiscal period there were found to be on hand goods of the
marked selling value of $10,000.00. State how you would arrive at their
inventory value for the purpose of closing the books, and calculate the
amount. Explain fully.

Answer to Question 3:
I should recommend taking a physical inventory for purposes of closing
the books because the method of approximating cost from the figures given
is based on averages and will not give accurate results unless the mark-ups
and mark-downs applied proportionately to all goods purchased and sold.
The approximate inventory could be computed as follows:

Original selling price..........................................................................
Add mark-ups .......................................................................................

$45,000.00
2,000.00

Total.................................................................................................
Less mark-downs .................................................................................

47,000.00
5,000.00

Net ..................................................................................................
$42,000.00 ÷ $30,000.00 = 140%, ratio of selling price to cost.
$10,000.00 ÷ 140% = $7,142.86, approximate cost.

*

*

*

Solutions will be continued in the February issue.
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